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September 12, 2001

Via HAND DELIVERY

Mr. K. David Waddell
Executive Secretary
Tennessee Regulatory Authority

460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Re:  Petition of United Telephone Company to Change and Increase Certain
Intrastate Rates and Charges So As to Permit It To Earn a Fair and Adequate
Rate of Return on Its Property Used and Useful in Furnishing Telephone
Service to Its Customers in Tennessee and To Adopt New and Realistic
Depreciation Rates for Central Office Equipment.
Docket No. 01-00451

Dear Mr. Waddell:

Pursuant to and in compliance with the Pre-Hearing Officer’s Order granting
Agreed Motion and Amending Procedural Schedule dated September 7, 2001, on behalf
of United Telephone Company, we are filing herewith the original and 13 copies of the
following:

1. Supplemental Petition; and

2. Supplemental Testimony of Joe M. Enoch to support request for rate
increases, and attached Exhibits 1 through 12.



Mr. K. David Waddell
September 12, 2001
Page 2

Should you have any questions with respect to this filing, please do not hesitate to
contact me.

Very truly yours,

Y

R. Dale Grimes

RDG/gci

Enclosures

Cc:  J. Richard Collier, Esq. (w/ enclosures)
R. Terry Buckner, Esq. (w/ enclosures)
Vance L. Broemel, Esq. (w/ enclosures)
Joe Shirley, Esq. (w/ enclosures)
Gary Hotvedt, Esq. (w/ enclosures)
Mr. Herb Bivens (w/ enclosures)
Mr. Joe M. Enoch (w/ enclosures)
T.G. Pappas, Esq. (w/ enclosures)

2228305.1



BEFORE THE TENNESSEE REGULATORY AUTHORITY

IN RE: PETITION OF THE UNITED TELEPHONE )
COMPANY TO CHANGE AND INCREASE )
CERTAIN INTRASATE RATES AND )
CHARGES SO AS TO PERMIT IT TOEARN A )
FAIR AND ADEQUATE RATE OF RETURN )
ON ITS PROPERTY USED AND USEFUL IN )
FURNISHING TELEPHONE SERVICE TO ITS )
CUSTOMERS IN TENNESSEE AND TO ADOPT )
NEW AND REALISTIC DEPRECIATION RATES )
FOR CENTRAL OFFICE EQUIPMENT )

Docket No. 01-00451

SUPPLEMENTAL PETITION

United Telephone Company (Company), the petitioner in the above s}yled matter
heretofore filed a petition on May 22, 2001 seeking to change and increase certain
intrastate rates and charges so as to permit it to earn a fair and adequate rate of return on the
property used in furnishing telephone service to its customers and to change and adopt new
depreciation rates. Since the filing of the petition, testimony and exhibits, the Company
has responded to all data requests received. In responding to the data requests the
Company has discovered a few errors in the testimony and exhibits and that some of the
information that was used has changed since the filing of the‘petition. In order to correct
errors newly discovered and to properly reflect changes that have occurred, the company is
filing this Supplemental Petition and Supplemental Testimony and Revised Exhibits of Joe
M Enoch, its accounting witness, in support thereof:

1. The company would state that supplemental testimony of Joe M. Enoch and the

Revised Exhibits 1-12 set out the errors that were discovered and the corrections made to



the original exhibits. The Revised Exhibits 1-12 are to be substituted for the Original
Exhibits heretofore filed.
2. The Company would further state that: (a) with the changes and corrections made as
explained in the Supplemental Testimony and Revised Exhibit 1-12; (b) the proposed filed
tariffs; and (c) the corrected 2002 rate base of $41,064,144.23 for the attrition year 2002,
the proposed earned rate of return would be 5.915% instead of 4.85% as previously stated
in the original petition. (See Revised Exhibit 1 to Supplemental Testimony of Joe M.
Enoch) While this is still less than the fair rate of return proposed by the company of
6.740% it would not be as great a difference as originally represented in paragraph 12 of
the original petition.
3. The Company avers that the foregoing changes and corrections as set out‘lherein and in
the Supplemental Testimony and Revised Exhibits and the Tariffs as originally filed are all
necessary and proper and are designed to afford the Company the opportunity to more
nearly approach achieving earnings that are fair and reasonable on its investments in
Tennessee.
4 The Company further avers that the tariffs as filed and the return on equity and the
overall rate of return that it has requested are all fair and reasonable and in the best interest
of the Company and the customers it serves and therefore should be approved.
WHEREFORE, the Company requests that the Authority:
1. Accept the filing of this Supplemental Petition and the Supplemental Testimony and
Revised Exhibits of its witness Joe M. Enoch.
2. That it grant the relief prayed for in the Original Petition and such other relief as may

be required in light of the evidence to be produced at the hearing of this matter.



This the /&~ day of September, 2001.

UNITED TELEPHONE COMPANY

AU

Zérbert R. Bivens
eneral Manager

/ Z/M
T.G. Pappas, Esquire (2703)
R. Dale Grimes, Esquire (6223)
BASS, BERRY & SIMS PLC
315 Deadrick Street, Suite 2700
Nashville, Tn 37238-0002
(615) 742-6200

STATE OF TENNESSEE
COUNTY OF DAVIDSON

Herbert R. Bivens, makes oath that he is General Manager of United Telephone

Company Petitioner herein; that he has read the foregoing Supplemental Petition and the
contents thereof are true to the best of his knowledge, information and belief.

erbert R. Bivens
Sworn to and subscribed pefore me
tais /7 ™day of. . 2001,

Stam

“KOTARY PUBLIC —

-24-07

(S}

22274501



SUPPLEMENTAL TESTIMONY TO SUPPORT REQUEST FOR RATE INCREASES

UNITED TELEPHONE CO., INC.

1. Q. Mr. Enoch, you have previously submitted testimony and Exhibits in support of United

Telephone Co. (Company) request for an increase in the basic service and service
charge rates. Why are you offering supplemental testimony and revised Exhibits?

Subsequent to the preparation and submission of my testimony and Exhibits | became

aware of several errors that | made in my preparation of the Exhibits. Some of the errors
were brought to my attention by TRA staff. In preparing the revisions, | have tried to use
more up to date information regarding the nature and timing of telephone plant additions.

2. Q. How would you like to discuss your revisions to the Exhibits?

A.

| would like to start with Exhibit 12 and work to Exhibit 1. in this way the background
information will be discussed first with the summary and conclusion last. If that is agreed
| will continue beginning with Exhibit 12. | have changed the balance at the end of each
year of the Unamortized Extraordinary Retirement at the bottom right of the Exhibit to
reflect that the amortization of the Extraordinary Retirement wouid not begin until 2002.
As you can see, the balance as of December 31, 2001 is still the amount of the
calculated Extraordinary Retirement, $3,210,761.62.

3. Q. Mr. Enoch, what is the next Exhibit that you have made changes?

A

| did not make any changes to Exhibit 11. However, there are changes to Exhibit 9 & 10
that are very important. The Company and | believed that the customer growth rate
experienced in 2001 should be used to forecast Basic Area Revenue instead of the
historical trend the Company had experienced during 1998 through 2000. The current
economic conditions have slowed new customer growth slightly. Based on customer
growth in 2001, access line growth was reduced to 45% of the original access line
growth forecast. While the demand for new service has slowed some for the short term,
the potential for growth still exists. It is the long term growth potential that is forcing the
Company to continue with construction projects that will allow the Company to meet the
new customer growth when it materializes. The updated access line information reduced
the forecast Basic Area Revenue by approximately $170,000 to $2,630,465.

4. Q. Are there any other changes on Exhibit 107

A. Yes, two other changes were to Exhibit 10. The first change was made to correct an

error in the calculation of forecasted Service Order & Foreign List Revenue. | had
inadvertently made an error in compiling the linkage on the spreadsheet which
overstated the amount of revenue. The corrected forecast increase in Service Charge
Revenue of $180,629.50 as requested as a part of the case as detailed on Exhibit 11 is
added to the revenue forecast of the existing Service Order & Foreign List revenue
before the requested increase.

The second area that a change was deemed to be needed, was in regard to Switched
Access — Intrastate Revenue. When the original Exhibits were filed, the Company
believed that this revenue was going to actually decrease or level off due to changes that
were anticipated in the industry. This access revenue was forecast for $2,500,00 for
2002. The Company now believes that the leveling off of this revenue will occur as 2001
progresses into 2002. While there may be a decline in the access rates, this will be
offset by the growth in usage resulting in a flattening of the revenue. The 2002 Switched
Access — Intrastate is forecast at the same level as the 2001 annualized revenue based
on the first five months of 2001. All of the revised revenues were carried forward to the
Summary on Exhibit 6.



5. Q. Did you make any changes to your Exhibits 7 and 8 regarding income and other operating

10.

Taxes?

A. Yes, Exhibit 7 was changed to correct the calculation of the franchise tax. Exhibit 8 was

changed to update the Operating Expenses for changes made to some of the expense
accounts that staff questioned and to use a different tax rate to calculate Federal income
Tax Expense. These changes carry forward to Exhibit 5 in the calculation of Net
Operating Income.

. Did you make any other changes to Exhibit 8, other than the changes brought forward

from Exhibit 107

On exhibit 6, Long Distance Revenue Service was changed to reflect the annualization
of the 2001 balances through May 31, 2001. This results in a negative revenue total of
$112,110. The forecast of uncollectible accounts was updated to reflect the new
revenue totals.

. Besides the previously discussed error corrections and changes, would you like to bring

any other changes to our attention?

. Yes, one area of expense was questioned by the staff that needed clarification. Under

Customer Operation Expense, the expense account, Customer Operation Expense/LM
Berry was forecast too high. The Company had paid two years within the year 2000
and | assumed that the increase was due to increased fees by the phone book
company. The Company believes that approximately $80,000 is a fair level of expense
for 2001 and 2002. The Company has just recently determined that another account
under Customer Operation Expense is going to increase due to changes by BellSouth.
Payments to BellSouth charged to account # 6622.3000 will increase from the present
range of $700 per month to approximately $9,000, an increase of $100,000 in 2002.
BellSouth and the Company negotiated a phase in of the increase from July, 2001 at
$2,000 with an additional $1,000 per month until in January, 2002 the charge should be
$9,000.

. Did you make any changes that affected depreciation expense?

In formulating responses to staff requests for information, we determined that more
plant closings were going to be Central Office Equipment and less in Outside Plant.
The timing and amount of these differences were used to_correct the previous forecast
information. The changes increased depreciation expense since, COE has a higher
percentage depreciation rate as compared to OQutside Plant or Buildings. However,
depreciation expense is decreased from the original exhibits due to removing the
depreciation estimated on the previously unclassified Construction in Progress
amounts. Rather than lose the impact of the depreciation on the construction projects,
the Company forecast the dates of closing for the various plant related construction
projects. Depreciation was calculated on the revised plant account totals using the
requested rates.

Q. What changes were made to Exhibit 47

A. The only change made to Exhibit 4 was to reflect the Federal Tax Rate at 34% rather

than 35%.

Q. Did you make any changes to Exhibit 37



A. Yes, an allowance for the debt to finance the construction was added in the amount of
$9.000,000 at 6.25%. This lowered slightly the calculated cost of capital to 6.740%
from the previous calculation of 6.845%.

11. Q. Exhibit 2 details your forecast of Rate Base, discuss your changes regarding this
Exhibit.

A. The staff brought to my attention the need to include Deferred Unamortized ITC to the
Rate Base calculation. Therefore, | added $95, 076 and $68,468 to the deductions
from Rate Base for the years 2001 and 2002 respectively.

Changes made to plant accounts impacted the amounts on line 1, Utility Plant in
Service including CWIP. These changes resulted in a decrease on line 1 of
approximately $200,000 for 2002 and $500,000 for 2001. The original Exhibits
reflected plant and the related accumulated depreciation balance as of the end of the
year for 2001 and 2002 rather than an average balance for the year. Both lines have
been corrected to reflect an average balance for the year 2001 and 2002. Line 2,
Unamortized Extraordinary Retirement, was updated for the changes made to Exhibit
12 as discussed previously.

The most significant change is on line 6, Accumulated Depreciation. | had previously
included the Extraordinary Retirement adjustment in as of December 31, 2000, which
raised the balance for the year 2001. | did not include the Extraordinary Retirement
amount in the calculation of the average Accumulated Depreciation for 2001. The
Extraordinary Retirement adjustment was included in the forecast for 2002.

The Accumulated Deferred Taxes (ADT) has been changed to reflect the changes in
depreciation and assumed tax rates. The previous ADT was calculated to include an
allowance of the Tennessee Excise Tax at 6%.

With the changes made to plant, the accumulated depreciation, unamortized
extraordinary retirement and accumulated deferred taxes, the Rate Base for 2002 has
been increased from $38,546,378 to $41,064,144.

12. Q. With all the changes that have been made to your Exhibits, what is the impact when
they are summarized and brought forward to Exhibit 1?

A. As aresult of the changes to the elements of the Rate Base, Operating Income and the
slight adjustment to the calculated Fair Rate of Return, the Company can still justify the
request for the small change in Basic Area Revenue rates, the elimination of the
customer credit and the increases in the service order fees. | believe that the
depreciation rate changes requested are within reasonable estimated useful life terms
for those asset classes. | still believe that it is reasonable that the Extraordinary
Retirement adjustment be allowed to be made and amortized over a ten year period.

In summary, the Operating Income of $2,429,068 calculates a Earned Rate of Return of
5.915% as compared to the calculated Fair Rate of Return of 6.740%.

13. Q. Does this conclude your testimony?

A. Yes.

LI



STATE OF TENNESSEE
COUNTY OF DYER

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared Joe M. Enoch, who, being by me first
duly sworn deposed and said that:

He is appearing as a witness on behalf of United Telephone Company before the

Tennessee Regulatory Authority, and if present before the Authority and duly sworn, his
testimony would set forth in the foregoing three pages.

. %\ /2

Joe Wh

Sworn to a/[\d subscribed before me
This // % _day of \ ?ﬁz ,2001.
My Commisgion expires: 92/// ?//,,?&dj

N //m@{ﬁ_ C/ (////M/

Netary Public
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